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In 2010 the Central Bank of Nigeria (CBN) revealed that financial institutions in the country suffered from 
performance issues involving institutional factors mainly human resource failures which led to serious operational 
risks. This expose correlates the assertion of the Organisation for Economic Co-operation and Development 
(OECD) which identifies human capital as key to the determination of growth in an economy. The objective of this 
study is to investigate relationship between human resource development and performance of commercial banks 
using the panel data of 6 commercial banks in Nigeria from 2006 to 2011. Through the use of panel data analysis, 
the results show that appropriate salary and wage policies as well as training are significant human resource 
development elements which positively influences performance of commercial banks quoted in the Nigerian Stock 
Exchange. These findings imply that commercial banks should diversify their salary and wage remuneration 
strategies and also step up training within their respective structures so as to guarantee improved performance. 




The global financial economy comprises developed countries, emerging markets and developing economies 
alike. The economy of Nigeria is an emerging market with unlimited promising possibilities. In fact, statistics from 
the WTO (2013) show that Nigeria ranks 36
th
 in exports and 53
rd
 on imports with a GDP of 262, 606 (Million US$) 
and having European Union, United States, India, Brazil and China as major trade destinations. Such trade relations 
require an innovative, efficient and global financial system with unlimited capacities for large volume handling and 
technological edge. Unfortunately, Nigeria’s diverse economy is not totally insulated from emerging and recurring 
economic shocks and like its contemporaries in other parts of the world had to embark on a continuous 
 
 




reorganization of its economy through various reforms to overcome numerous economic and system challenges. 
That is why in 2010 the Central Bank of Nigeria (CBN) revealed that financial institutions in the country suffered 
from performance issues involving institutional factors mainly human resource failures which led to serious 
operational risks such as ATM fraud, armed robberies, identity theft, fraud and break-down of information 
technology (IT) systems. This expose correlates the assertion of the Organisation for Economic Co-operation and 
Development (OECD) which identifies human capital as key to the determination of growth in an economy. 
However, literatures espousing human resource as determinant of bank performance in Nigeria are relatively 
scarce. Hence, this study alleviates the shortage by providing an empirical examination of the relationship between 
human resource development and performance of commercial banks. The motivation to undertake this investigation 
comes as a response to the beckon of Hill and Stewart (2000) who challenged investigations into human resource 
development to clarify its link and contribution to performance. This challenge inspired the current investigation of 
the impact of human resource development on the performance of commercial banks in Nigeria to provide empirical 
evidence in an area where it is unapologetically scarce. The technique used is the panel regression analysis to 
capture the association in human resource development indicators among banks. The panel data set advances the 
efficiency of econometric estimates because it provides the researcher a large number of data points thus increasing 
the degrees of freedom and reducing the collinearity amid explanatory variables. The panel data likewise permits for 
the analysis of essential economic questions because it empowers the researcher to build and test more intricate 
behavioral models than purely cross-sectional or time-series data (Hsiao, 2003). So, the objective of this study is to 
investigate relationship between human resource development and performance of commercial banks. 
Subsequent to this introduction is section (2) which gives a review of literature conferring to human resource 
development and banking performance. Under this same section, the effect of HRD towards performance in the 
banking sub-sector is also deliberated. Section (3) presents methodology, sample and data utilized in the study. 
Thereafter we discuss our findings and draw conclusions based on the results. 
2. Literature review 
2.1 Relationship between human resource development and organizational productivity 
Sthapit, (2010) pointed out that, ‘organizations in both public and private sectors require a critical group of 
positive factors concerning effective management of human resources to successfully execute their organization 
strategies and goals’. In pursuance of these, researches investigate this at the micro and macro levels. Wright et al., 
(2003) examined the impact of human resource practices and organizational commitment on the operating 
performance and profitability of business units. Their study reveal that both organizational commitment and human 
resource practices (selection, training, pay for performance, participation) are significantly related to operational 
measures of performance, as well as operating expenses and pre-tax profits. Thus, the study tends to support the 
hypothesized relationships of both human resource practices and employee commitment with business unit 
operational performance. Thus, it seems that, when employees are managed with progressive human resource 
practices, they become more committed to their organization. At least in part, this commitment leads them to exhibit 
proper role behavior (and thus lower workers’ compensation costs, higher quality and higher productivity) and to 
not engage in dysfunctional behavior (that would result in shrinkage). Again, in part, these operational performance 
outcomes result in lower overall operating expenses and higher profitability. Gamage, (2007), also examined the 
impact of HRD practices on business performance in Japan over a three-year period. From a sample of 120 
manufacturing SMEs, mail survey was used to elicit data on level of adaptation of eight HRD-related practices 
employed; as well as their perception about the operational and financial performance of their enterprise. The results 
of the analysis indicate a strong relationship between HRD practices (formal and informal training, team-based 
work, job rotation, educational assistance, performance-based pay, quality circles, total quality management 
practices, learning by doing) and performance (growth in sales and growth in profits). Specifically, the results 
indicated high correlation between HRD intensity and firm performance implying that SME’s who engage higher 




mediating variables showing that HRD practices increased employee skills, attitudes and motivation. The mediating 
variables also reported high positive correlation with firm performance implying that for manufacturing firms in 
Japan, HRD practices impact positively on firm performance by developing the skills of employees, shaping their 
workplace attitudes, and ultimately motivating them towards securing organizational objectives.  
However, similar investigations in firms operating in other industries with varying characteristics may yield 
differing results, further investigation into reverse causality of firm performance and HRD practices may hold 
interest to other researchers. For example, Alkalha et al. (2012) was conducted to measure the effect of human 
resource policies (planning, recruitment & selection, training & development, job analysis & design, motivation, 
performance appraisal, and employee participation in decision making) on organizational performance. Their result 
indicated that, human resource policies are positively related to organizational performance and have a statistical 
significance on it with an R square of 70.2%. The study asserts that, although not widely implemented, employees’ 
participation in decision-making is the most important human resource policy effecting organizational performance 
in Jordanian banks and that investigation into obstacles facing the implementation of human resource policies in 
(Jordanian) firms could provide further insight into the field. A study conducted in Bangladesh in 2012 also 
examined the relationship between human resource practices and firms performance in the pharmaceutical industry. 
The study described the significance of HRM practices for human capital development and based on their result 
findings concluded that, HRM practices have a major  impact on the firm’s performance (inventory turnover, 
operating profit margin, net profit margin, return on total assets, total assets turnover and earnings per share) at the 
firm level in Bangladesh (Aktar et al., 2012).  
In other circumstances, Ebimobowei et al., (2012) examined human resource development on performance of 
public sector accountants’ in Nigeria. The study is conducted on the premise that, the quality of accountants’ 
available is a function of reliable and acceptable financial reporting framework that will improve productivity in the 
public sector. This they argued can achieve only through an effective and efficient human resource development 
structure. Here the seeming limitation of Katou, (2008) diminishes following the suggestion of Wright et al., (2000) 
that, if one seeks to assess the actual practices, then using employees as the source of HR practice data would be a 
more logical approach because one hundred and nineteen public sector accountants’ in Bayelsa state were 
considered for primary data. Subsequently, the study found that, job training, performance appraisal, career 
planning, and reward employee welfare was positively related to productivity of public sector accountants’ in 
Nigeria. Further works include Sun & Nam, (2011), in which the effect of HRD on the operational and financial 
performance of manufacturing organizations was examined. They identified four different approaches to HRD that 
reflect management-driven or employee-focused HRD efforts with either quantitative or qualitative focus. In their 
study, series of structural equation models confirms that HRD practices improve employee competence and 
commitment that have direct effect as on operational performance of the organization, which ultimately shapes its 
financial performance. However, the study included only data from the manufacturing industry and, the findings 
may not be generalized to other industries because industry-specific conditions and individual characteristics may 
produce somewhat different HRD-related dynamics than the present patterns. The findings were reliable with 
studies conducted on Western countries on the contribution of human resource practices related to the performance. 
Future studies could direct attention at studying those industries to establish the patterns inherent in them. 
Investigations could also be done in different diverse cultural context to establish the effects of HRD and HR 
practices (Sun & Nam, 2011). 
2.2 Human resource development and performance of commercial banking institutions 
Performance in financial firms constitutes major economic issues that have challenged economists since 
globalization, technology and economic liberalization broke down barriers to competition. Under such conditions, 
banking firms find that improving performance becomes dire. The effect of the recent financial crisis for instance, 
accentuates the imperative to deepen and diversify investigations to generate greater comprehension about the 




both internal and external factors affecting firm performance including capital, size of the firm, risks, human 
resources etc. For Nigeria, the dearth of human capital has emerged as a critical factor responsible for low 
performance in the banking industry (Sanusi, 2012; Ogboru, 2007; Ogunleye, 2010; Obadan, 2005). This is despite 
the literatures hypothesizing advantages accruable to firms’ productivity by increasing their human capital. Some 
research suggests relation of human resource development with organizational performance, superior performance 
and competitive advantage (Liu et al, 2010; Bharadwaj et al, 1993; Durkovic, 2009; Sekhar, n.d.).  The European 
Central bank, (2010: 5 & 8) in their report described bank Performance as the capacity to generate sustainable 
profitability. These descriptions of performance imply the need for some form of assessment or measurement. As a 
result, Swanson & Holton (2008) emphasize that performance cannot be described or improved without specifying 
its determinants, accounting for the sophisticated processes through which performance is expressed (e.g., human 
behavior, work process innovation, stock market performance), and making some judgment about whether 
performance has, in fact, improved. Performance improvement can only be manifest through outputs, and change in 
outputs can only be assessed through some form of measurement. Thus, performance is a concept that can be 
systematically operationalized in any organization when we set out to demonstrate whether or not it has improved 
(Swanson & Holton, 2008:90-91). Performance in the banking sub-sector has been attributed to a number of 
influential variables such as human resources. In fact, human capital embodiment created through human resource 
development has been perceived to be prominently responsible for recorded changes in banks’ performance.  
Mellacharuvu & Krishnamacharyulu (2008:43) particularly claim that, “A major challenge for many banks will 
be to develop the special competencies and skills for credit appraisal and risk management in an environment of 
deregulation and openness”. This they asserted was because basic skills like posting ledgers, balancing books, 
writing statements etc. have become redundant with introduction of technology. They examined public sector banks 
in India and found that, “a system for objective measurement of individual performance is not established...” and 
that “Rigidity in the system of rewards prevails in the banks and promotions have no linkages with performance 
(Pg.43)”. While, Ardichvili & Gasparishvili, (2001) reported that: in Russian banks, HRD was a part of personnel 
management, and not a function of its own right, and that, HRD was regarded as a part of larger lifetime education 
system, and there was a stronger emphasis on selection and recruitment, than on training and development or in 
assisting personnel in realizing their long-term growth potential. Other findings showed that, training and 
development activities had a higher priority than organization development, and there was a growing trend towards 
the use of learning technologies in medium-sized banks. In general, bank executives placed a higher trust in state-
owned institutes than in private ones in providing outside training. They also found that, majority of participants had 
a goal of creating internal training centers in the future; a turbulent political and economic environment was 
regarded as a major barrier in the development of the banking education and training systems; another serious 
problem was the lack of instructors with practical experience (Pp 54-57). Without doubt the identification of these 
challenges bedeviling human resource development in the banking industry led to the further investigations.  
 
On another hand, Rawashdeh & Al-Adwan, (2012), evaluated the impact of human resource management 
practices on corporate performance targeting the permanent workers of human resource departments in thirteen 
Jordanian commercial banks. Their results reflected a positive and statistically significant association of recruitment 
and selection, compensation and rewards, with corporate performance, whereas, training and development showed a 
negative association with corporate performance. Their study therefore, conforms to findings of previous studies on 
human resource management practices and corporate performance except for training and development, which 
reported negative. This means that, banks management did not invest enough money on human resources through 
training and development programs, because they have applied cost reduction strategy in order to avoid threats 
posed by global crisis. Bartell, (2004) studied to understand the relationship between human resource management 
and organizational performance by examining the branch operations of a Canadian bank. Bartell used employee 
perceptions of human resource policies and work practices-an improvement over the sole source manager survey 
responses on which other studies have relied. She contends that most studies on human resource management and 
establishment performance focused on the manufacturing sector so, she used a unique longitudinal data set collected 




preferred because it provided specific examples of activities that affected branch performance. Econometric analysis 
of the responses to the banks’ employee attitude survey that controls for unobserved branch and manager 
characteristics shows a positive relationship between branch performance and employees’ satisfaction, with the 
quality of performance evaluation, feedback and recognition at the branch, which are the incentives for a high 
performance work system. The combination of the branch visits (an important component of this study) and the 
econometric results support the notion that branch-level performance in the banking industry can be influenced by 
specific human resource management-related actions. 
The foregoing indicates that numerous studies explored the relationship between human resource development 
and bank performance. However, ‘while majority of the published studies do show significant relationships between 
human resource and firm performance, these relationships are neither universal nor consistent (Becker and Gerhart, 
1996)’. Ojo, (2011) also emphasizes that the multitude of studies have only returned mixed results. This makes it 
difficult for any generalized inference to be drawn. In fact, he stresses that “The empirical evidences emerging from 
various studies about the effect of human resource management on corporate financial performance have so far 
yielded mixed results that are inconclusive and contradictory (Ojo, 2011)”, which implies the need for continued 
research to understand the possibility of existence, nature, process, and extent of the relationship between human 
resources development and firm performance.  Moreover, impact of human resource development on the 
performance of commercial banks in the Nigerian banking industry has not been accorded adequate research. Most 
literatures found as evidenced by the foregoing discussion on HRD concentrated either on the developed countries 
of Western ascent or on economies other than those of Sub-Saharan Africa. This implies the existence of a major 
gap in the relevant literature on developing countries including Nigeria, which has to be covered by research. This is 
because consequent to globalization banks in Nigeria are now exposed to globalized competitive rules, operating 
framework, new technologies and new improved reporting standards.  
3. Methodology 
3.1  Research model and estimation 
The impact of human resource development on performance of Nigerian commercial banks is here estimated 
via the panel regression method which is described by Arellano (2003) as ‘an essential statistical tool for both 
descriptive and structural econometrics.’ For the purpose of evaluation and theory testing, the indices selected to 
proxy the independent variables was determined from among the human resource development indicators 
recognized or used previously in earlier works. This involves sampling indicators which according to the human 
capital theory should bear positively on productivity and general performance. This is because in economics, the 
existence and operations of a firm in a market impact directly on production, distribution and consumption of goods 
and services. Thus, firms profits are expected to increase, welfare of employees should rise, while returns to 
investors increase. Hsiao (2003:8) pointed out that ‘It is neither feasible nor desirable to include all the factors 
affecting the outcome of all individuals in a model specification, since the purpose of modeling is not to mimic the 
reality  but is to capture the essential forces affecting the outcome.’ Though this may give rise to unobserved 
heterogeneity the longitudinal nature of data enables for the control of individual heterogeneity. Hence, HRD 
indices like as used in previous studies were used like salaries and wages (Muhammad & Ismail, 2009) investment 
on training (Muktar, 2005); and expenditure on employees will be regressed on bank performance indicator of 
profits (after tax). Given the organisation of data for the study with a number of observations per bank, equation [1] 
is advanced to specify the panel form model; 
,      i=1…N, t=1…T                        [1] 
Where, i stand for each commercial bank in the sample cross section, t stands for year and ɛi,t denotes a random error 
term i.e. E(ɛit)  N(0, 
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To estimate the relationship between performance and its associated HRD determinants based on the panel 
model specified in [7], the study first considers the pooled regression model thereby ignores the panel nature of the 
data and assumes no correlation between the independent variables and the error term ‘ɛ’. Thence, for this purpose 
data will then be pooled into a single regression model which will be estimated using OLS by subsequently 
assuming that the intercept and slope coefficients are constant across banks over the period of evaluation. That is, 
the pooled regression model estimates a single equation on the overall data sample for commercial banks as 
expressed in the following; 
                                       [2] 
In the pooled regression model expressed in [2], ɛi,t is assumed to be identically and independently distributed 
(ɛit ~ IID (0, σ v
2
 ) and uncorrelated with the independent variables i.e. Cor(ɛi , SLit, ITit, EEit) = 0. That is pooling the 
data basically means that both intercept and slope are assumed the same across banks over time. However, panel 
data suggest that commercial banks can differ from one another thus; banks’ non observable individual effects   
would not be controlled in utilizing the pooled OLS model equation which Hsiao, 2003; Arellano, 2003; and 
Baltagi, 2005 contend may possibly cause heterogeneity bias. They suggest that the potential way to control 
repercussions of banks’ non-observable individual effects on the estimated parameters is to approach the estimation 
by assuming that each commercial bank in the industry may assume its own different intercept but their slopes 
remain homogenous. Following this approach to accommodate heterogeneity requires the decomposition of the error 
‘ɛ’ to reveal banks’ non observable individual effects: 
                                    [3] 
Where’  is assumed to be identically and independently distributed disturbance having mean zero and variance, 

2
υ. While,  reflect a time invariant banks’ individual- specific effect.  Considering that there may or may not be 
correlation between banks’ non-observable individual effects and their performance determinants, the study is 
obliged to adopt one of two estimation choices:  
In the first choice, the study treats the individual-specific effect  as a random factor with a mean zero and 
which is uncorrelated with the explanatory variables i.e. Cor( , SLit, ITit, EEit) = 0. If there is no correlation 
between banks’ non-observable individual effects and performance determinants, the most appropriate way to 
proceed with evaluation is by specifying a panel model of random effects as follows: 
                                      [4] 
The study may opt for the second choice, if the assumption of Cor( , SLit, ITit, EEit) ≠ 0 holds, that there is a 
correlate between banks’ individual-specific effects and performance determinants and that is assumed the 
individual-specific intercept. The estimation would then be based on a ‘fixed effect model’ where the slopes remain 
constant while the intercepts vary. If  is taken as a constant but which varies by each commercial bank, then the 
study would specify a fixed effect model of the form: 




Finally, the Hausman statistic specified by (6) determines if the appropriate model to determine the relationship 
between human resource development and bank performance is of the random effect or whether it follows the fixed 
effect; 
)()()'( 12    bbVarbhit                     [6] 
Where, b is coefficient for fixed effect and β is coefficient for random effect. The null hypothesis is rejected if 
 ),(
2
 khit  . 
3.2 Research variables 
From the research model specified in (1), data involved for analysis include annual figures on profits after 
taxation of the selected banks, while data on HRD include annual figures declared for salaries & wages, yearly 
expenditure on training, and expenditure on employees. Panel for the study was constructed using data from the 
websites of banks included in the sample. Data for both dependent and independent variables were collected over 
the 2006-2011 period. Profits ‘after taxation’ is a financial statement item and is adopted as a proxy for performance 
generally because analysis of financial statements and reports show that banks measure their success in percentage 
growth of ‘profits after tax’. 
 
4. Results and discussion 
Table 1: Summary results of panel data analysis 
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Observations 36 36 36 36 36 
Multicollinearity 
(vif) 
- - 1.07 - - 
Heteroskedasticity 











Note: a) significance levels at 1% are specified using *** while significance at 5% levels are designated by ** while, b) Breusch-Pagan LM test, 
and Hausman test, are P-values and c) bracketed numerals are t-statistics d) if P-value < 0.05 then significant at 5% and same for 1%. 
In table 1, the results of regression models by means of the BKP dependent variable is presented. From the 
summarized results of the panel regression, the pooled model indicates that salaries and wages affect bank 




salary and wage human resource development strategy will generate positive improvements in bank performance 
and similar results have been reported in literature focused on bank performance (e.g. Hameed et al., 2014; and 
Aktar et al., 2012b). The results also showed that if expenditures for training bank employees are improved then 
there will be an increase in bank performance at a significant level.  
These results imply that an effective HRD application in the form of an effective salary and wage policy and an 
appropriate training for development system in commercial banks will give rise to a significant improvement in 
bank performance across the Nigerian banking industry. The absence of individual effect may have allowed for 
these resourceful parameters however.   
The fixed effects analysis demonstrates that salaries and wages positively affect banks’ performance at a 
significant level of 1%. The results entail that appropriate salary and wages gives rise to positive performance. The 
fixed effect model implies that influencing bank performance can be positively achieved at a significant level of 1% 
via effective salary and wage applications. This result is in line with empirical results as in Tahir et al., (2014); 
Leng, (2012); and Akhtar et al. (2011).The results for investment on training variable equally affects banks’ 
performance positively. This points that if bank employees are better trained then profitability will become 
progressive, thereby symbolizes that effective human resource training will ably improve banking structure that 
could provide growth possibilities. On the other hand, the random effect model demonstrates that salary and wages 
positively affect profitability of banking institutions at a significant level of 1%. This reliably interprets that good 
salary and wages will lead to an eventual rise and a positive profitability for banks in Nigeria.  
To estimate changes in performance resulting from the explanatory variables we highlight some theoretical 
concerns. Thus, from the estimations in table 1 where the dependent variable is banks’ profitability, a mean vif of 
1.07 which is less than 5, confirms that there is no multicollinearity issue and the results also suggest that the 
random effect model is justified because the Breusch-Pagan LM test displays a p-value less than 0.05. However, 
despite the presence of heteroscedasticity, we favor the FE model because the p-value of Hausman statistic is less 
than 0.05. The decision to utilize whether fixed effect model or random effect model for estimation was based on the 
Hausman test and its underlying rules.  
5. Conclusion 
Annually huge expenditures are committed to elements leading to human capital formation in banks yet there is 
no established policy that incorporates the forgone returns for the human resource neither does one exist that 
highlights value recognition for such huge expenditures for the banks. In view of relevance of banking in economic 
development and global integration and considering that investment in human resource development may contribute 
to the needed impetus for improved performance, the major target of this study was to estimate the effects of 
investment in human resource development on bank performance. The inference focuses on productivity change 
occasioning from investments in the development of the human capital of banks. It investigates whether investment 
in human resource development represented by annual bank investments on staff salaries & wages, training, and 
expenditure on employees affects the performance of commercial banks. In summary, our findings generated 
through empirical modeling of the investment in human resource – performance nexus is a strong argument which 
refutes the ideological misconception of human resource development as non-revenue function that is costly and 
unnecessary. On the whole the results clearly contend that Nigerian commercial banks adjust their investment levels 
on training to create and develop optimal human capital for increased performance. We also found that appropriate 
salary and wage policy is effective in driving employee performance. As these findings follow the trend in literature 
(Muktar, 2005; Ardichvilli and Gasparshvilli, 2001) on performance determinants in banking, it is therefore 
recommended that commercial banks increase their focus and investment on developing human capital advantages 
that will improve performance as shown by the findings of this investigation. Lastly, future research could 
incorporate sub-sectors of the financial system as well as include other effects in their tests to provide more details 
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